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UNBALANCED MARKETS CONTINUE 


N the Appraisal Bulletin dated October 1945, “unbalanced markets” were briefly 
| aiscussed The prices then established in the three real estate markets (construc- 

tion, rents and exchange) were so unbalanced that there was lacking that har- 
monious inter-relationship which is so essential to sound appraising. 


Since that date the unbalance has become more acute and it has required greater 
adjustment to prepare a balanced appraisal from prices in these three markets, 


In order to visualize this marked unbalance, the two charts on page 417 are pre- 
pared. The upper chart shows the relationship between value and market value from 
1913 to date, a period which includes two world wars and almost two complete real 
estate cycles. In this chart value is shown as a horizontal line, although the changes 
in value are quite similar to the fluctuations of construction costs shown on the lower 


¢ chart. 


The value used in this chart is that value used throughout our appraisal reports, 
and represents a single value from use which is determinable from either or both the 
estimates (1) maximum value (value of land plus the present reproduction cost of the 
improvements) less the depreciation accrued during the expended life of the property; 
and (2) present value of all future returns which can reasonably be expected during the 
remaining future life of the property. 


The market value shown in the chart has also been used consistently throughout 
our appraisal bulletins. It represents that estimated sales price which would result 
from a voluntary sale if the property were placed for sale in the market. The market 
implied is the place or the means by which real properties are actually bought and 
sold. The market value of a property does not indicate that it has been or is to be 
sold, but is merely an estimate of what the sales price would be, determined from the 
sales of similar and like properties actually sold in the market at the time. 


This has been the accepted definition of market value by bankers, mortgagees, 
business men, the courts and practically all who have owned real properties. It is 
quite different from the market value defined in the Appraisal Terminology Manual, 
where the market is a mythical one and prices are not controlled by the laws of sup- 
ply and demand but are justified between a buyer and seller on the basis of the intel- 
@ ligence, full information and willingness of both of them. 


The chart showing the relationship between market value and value was prepared 
from data in our files covering many hundreds of residential properties which we have 
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appraised. It is shown in different form from that in recent bulletins but gives a 
clearer understanding of the scarcity premiums above the horizontal line and the 
surplus below the horizontal line. During the periods of a balanced market, say from 
1917 to 1920, 1927 to 1932, and from 1940 to 1943, market value and value were the 
same in amount. At such times properties were sold for what they were worth. It 
was not until the beginning of 1944 that properties commenced to sell for more than 
they were worth. This unbalance increased in extent through 1944 and 1945, and with 
the increasing return of the veterans reached a peak in October 1946, when market 
value averaged 49 per cent above value, 


From this peak the scarcity premium started a sharp decline and reached a low of 
about 10 per cent in June and July of 1947. During this period the sales of new houses 
became sluggish and many stood on the market for several months unsold, Buyers in 
the market again took into account the depreciation in older properties which they 
formerly overlooked, According to our records the scarcity premium rose to 22 per 
cent in August and then declined to 20 per cent in September. This would mean that 
the house and lot which could be built today for $15,000 could sell in the St. Louis 
market for an average of $18,000. We have seen many which have exceeded this 
amount and many below it. However, except in rare cases the contractor continues to 
be a land developer instead of a contractor; due to these unbalanced market conditions 
it is quite difficult to receive a firm bid from the contractors. 


The chart at the bottom of page 417 shows the relationship between residential 
construction costs and residential rents, In the preparation of both of these graphs 
the data were collected or calculated by Roy Wenzlick & Co. The cost data represent 
an index of construction cost from 1913 to date from cost data of residential proper- 
ties estimated monthly and published monthly in Real Estate Analyst builetins. The 
rental graph is prepared from many sources, including Bureau of Labor Statistics fig- 
ures and advertised rents in the St. Louis territory. It will be noticed that the rent 
index has been adjusted to rental gross income index by making an allowance for the 
average vacancies existing in St. Louis properties throughout the period. The cost 
and rental income indexes, have been superimposed one upon the other, in order to 
show their relationship throughout the 34 years. (Rents and cost - January 1941 = 100.) 
The favorable relationship of rents to costs during the twenties gave a tremendous 
incentive to build rental properties, especially when accompanied by loose financing 
with the 6 per cent gold bonds. Even after 1925 the incentive was apparent, although 
rents and costs declined together and income, lowered by vacancies and concessions, 
indicated unheeded trouble ahead, 


It will be noticed that costs increased from 1933 to 1940, with a peak in 1937; how- 
ever, residential income did not increase sufficiently during this period to give a 
favorable relationship. An average vacancy of about 7 per cent existed in 1940. 


The defense program which started in 1940 changed to a war effort thereafter. 
Rents were frozen in 1942 and construction was curtailed. At the war’s end in 1945 
construction costs soared, reaching a peak in April 1947. Today they are close to 
this peak, while rents of old properties are practically at the 1942 level, although a 
small proportion have been raised 15 per cent, as shown on the chart. On new con- 
struction, rents must be increased 60 to 80 per cent above the rents for the same size 
and quality of space in 1940. 
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The rental market of all types of residential properties is extremely tight, es- 
pecially of apartments, many of which are rented under black market conditions. The 
seeker of an apartment must have a house for sale, on which the lessor earns the 
commission, must do all decorating if any is done, or must furnish an automobile to 
the lessor. This large premium the would-be lessee must pay in order to rent an 
apartment exceeds perhaps all other black market operations in relation to the a- 
mount involved. The managing agent claims he is not to blame because the owner 
states he will provide the new tenant if a vacancy occurs. While such conditions are 
quite unhealthy, it is natural that they would develop with such an extreme shortage 
and a great demand. 


The fact that there is too much cost and not enough income is clearly shown by 
this chart, The unbalance between cost and rents is so great with existing proper- 
ties that it is quite difficult to appraise residential properties, as indicated in recent 
appraisal bulletins. With many commercial properties the reverse may be true and 
income may greatly exceed reproduction cost in arriving at their value. (See Ap- 
praisal Bulletin of February 1947, “Conclusion of a Single Value.”) Unbalanced mar- 
kets have become much worse today than in 1945. The construction, rental and ex- 
change markets can lead to great errors in conclusions of value unless the appraiser 


is on the alert. 
la oaths mex 
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